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FOREIGN EXCHANGE PROBLEMS AND THE 
PROTECTION OF OUR GOLD SUPPLY- 

JOHN E. GARDIN 
Vice-President, National City Bank 

THE most serious problem confronting us to-day in our 
international relations, particularly in view of the 
pending changes in our banking system, is the pro- 
tection of our gold supply. 

During the course of the year, the country was startled by 
announcements that gold was being taken for France in blocks 
of two million dollars at a time. This continued until some- 
thing like a total of $36,000,000 had been exported. The ex- 
changes were yi to j4% below the gold export point, and 
the question arose how it was possible to export gold under 
such conditions. The answer always was that it was a special 
transaction, which is simply a generic explanation of anything 
that one knows nothing about. The truth of the matter, how- 
ever, was that the Bank of France was fortifying its position 
and was buying the gold in this market, just as a merchant 
would buy potatoes, cotton or any other commodity, and pay- 
ing therefor a premium expressed in the rate of exchange. 

This reveals a weak spot in our system and one that should 
properly be covered, in order to protect our gold supply. It 
would be fundamentally wrong to place undue restrictions 
upon the flow of gold when used in the settlement of inter- 
national balances, but it is perfectly proper to have a system 
of brakes, capable of being applied in order to prevent the 
wheels from going too fast. 

The United States is the only absolutely free market for 
gold in the world, and we have to suffer for our liberality. 
When South American exchanges are against Europe, the 

1 Read at the meeting of the Academy of Political Science, October 15, 1913. 
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burden is thrown upon us; this applies also to the exchange 
relations of France and England, and we have no remedy. 

If conditions are normal and exchanges are against us, it 
would be neither wisdom nor good business policy to place 
any restrictions upon the export of gold at all, but if we can 
see that an export of metal under such circumstances would 
still further aggravate an already strained condition, it would 
be perfectly proper to apply the brakes, particularly so as 
recent legislation has made it easier to obtain bars than form- 
erly. How to do this is the question. We could add a 
premium to the cost of the bars, but this premium could not be 
placed higher than J4%, as that is about the difference 
between bars and coined gold. 

This premium could be made on a sliding scale with a 
maximum of J4%. This is about the limit of arbitrary action. 
Of course, all this is predicated upon a legitimate export de- 
mand on the basis of exchange rates. If the demand, how- 
ever, is an arbitrary one, such as recently took place in con- 
nection with gold shipments to Paris, the President of the 
United States should be empowered to proclaim an export 
duty on all gold exports unless it can be shown that the ex- 
port is taking place strictly on the basis of prevailing exchange 
rates. This power probably would never be invoked but it 
would have a deterrent effect. 

The best protection for our gold supply on the part of the 
central reserve association is to hold a foreign portfolio, and 
this feature has wisely been recognized by the framers of the 
bill. The value of this protection cannot be overestimated. 
A further means of protection would be the extension of the 
privilege of the banks of this country to accept time bills 
drawn on the basis of domestic commercial transactions. 

Provision has been made in the law, as it is now laid before 
Congress, to permit banks to accept time drafts having as a 
basis commercial transactions covering the importation or ex- 
portation of merchandise. This power is of no value whatso- 
ever as regards exports and it will be used only to a very 
limited extent as regards imports, owing to the fact that there 
is no regular market for American exchange in foreign coun- 
tries except in the principal financial centers of Europe. 
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The privilege of accepting time drafts based on domestic 
transactions should be freely granted. Such a privilege would 
add to the means of protecting our gold supply along natural 
lines. At times, when the balance of trade is against us and 
their own needs are not pressing, the European banks, with 
discount rates and exchange rates favorable, would gladly 
take good bank paper into their portfolios and thus relieve 
us of an unnecessary exportation of gold. They would use 
this American paper as a protection to their own holdings just 
the same as we would hold our foreign portfolio, and in this 
way there would be established an exchange market for 
American remittances, which market would gradually spread 
throughout the world. It will be years before such a thing 
can be brought about, but there is no reason why a ninety-day 
bill, drawn on New York, should not command as favorable 
a rate of exchange as a ninety-day bill on London. With gold 
at the export point and discounts obtainable at a very high 
rate of interest, an investment in prime American bills would 
be an attraction that very few foreign banks could resist. 

Several years ago a law was passed, authorizing the Treas- 
ury Department to retain as bullion foreign gold coin coming 
into the country. This privilege should be extended to the 
banks of the country, authorizing them to count such coins at 
their minting value in their reserve. 

We should also follow England's example and abolish our 
usury laws as far as they relate to commercial transactions. 
I would recall Jeremy Bentham's famous epigram that brought 
about that wonderful reform in mercantile life which made 
Great Britain the greatest commercial country in the world. 

The production of gold during the last four years has re- 
mained practically the same but there is every indication that 
it is on the wane. This is a very serious problem that con- 
fronts us, inasmuch as we are absolutely dependent upon that 
metal as the basis of credit. We may be a wealthy nation but 
wealth alone does not produce fast enough. Consequently, 
we must have credit to supplement wealth, and credit must be 
based upon a generally recognized value, and that is gold. 
The principal danger to our gold supply is the enormous ab- 
sorption in the arts and industries. 
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It is estimated that during the last fifty years over $3,- 
000,000,000 worth of gold has disappeared, East India alone 
during the last twelve years having absorbed $500,000,000. 
Egypt also absorbs a great deal. The average annual con- 
sumption of the arts and industries is, according to the esti- 
mates of the director of the mint, about $175,000,000. This 
would leave an annual supply, if it continues the same as 
at present, of only $286,000,000 — not enough for our needs. 
On the generally accepted ratio of credit to capital, of five to 
one, this would mean that $875,000,000 worth of credit is de- 
stroyed. To what extent we are in need of capital can be 
inferred from the requirements in this respect of London alone 
during the last nine months. London is estimated to have 
needed $750,000,000 for new work. No estimate is made of 
the requirements of Germany, France, the United States, 
Canada, Brazil, the Argentine or Africa, but they must be 
enormous. Hence the question comes foremost in our mind 
— where is the capital to come from? It is absolutely neces- 
sary that our store of gold be jealously guarded and that it 
be used only in payment of our just debts. 

A further feature must be borne in mind in connection with 
this subject, and that is the danger of the invisible balance 
of trade, which is always against the United States. This 
invisible balance is variously estimated from $500,000,000 to 
$2,000,000,000, and up to the present time the deficiency has 
been made up by investments of foreign capital. When 
this country ceases to be an attractive field, which can very 
readily happen now that new domains are being exploited in 
Europe, Asia and South America, the danger will then be- 
come imminent. Should China, with its four hundred mil- 
lion inhabitants, ever go on a gold basis, then may the Lord 
have mercy upon us ! 

From the foregoing it is evident that we must have a scien- 
tific system of protection for our gold supply, but never for a 
moment must we lose sight of the fact that our just debts 

have to be paid in gold. 
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